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LOSS TRUST FUND BOARD REGULAR MEETING   
7447 E. Indian School Rd., Suite 210 
Financial Services Conference Room 

Scottsdale, Arizona 
 

November 12, 2009 
8:00 a.m. 

 
 
 

PRESENT:  Dean Coughenour, Chair 
Joe Taylor, Vice-Chair 
Jett Anderson, Board Member 
Norm Cocanour, Board Member 
Peter Crowley, Board Member 

 
STAFF:  Pauline Hecker 
   Scott McCarty 
   Ken Nemec 
   David Smith 
   Erin Taylor 
 
 
 
CALL TO ORDER  
 
Chair Coughenour called the regular meeting of the Loss Trust Fund Board to order at 
7:56 a.m.    
 
ROLL CALL 
 
A formal roll call confirmed the members present as stated above. 
 
OLD BUSINESS 
 
1. Approval of January 20, 2009 Minutes (Action) 

 
Board Member Crowley noted that in the second paragraph of Page 4, “Fiscal 
Year July 2009” should be revised to read “Fiscal Year beginning July 2009”. 
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BOARD MEMBER CROWLEY MOVED TO APPROVE THE JANUARY 20, 2009 
LOSS TRUST FUND BOARD REGULAR MEETING MINUTES AS AMENDED.  
VICE-CHAIR TAYLOR SECONDED THE MOTION, WHICH CARRIED 
UNANIMOUSLY BY A VOTE OF FIVE (5) TO ZERO (0).  

 
 
NEW BUSINESS 

 
2. Risk Management Administrative Review and Annual Report (Action Item) 

 
•  Property and Casualty Review 
 
Risk Management Director Pauline Hecker presented the Annual Report, and 
stated last year the City’s cost of risk was at a ratio of 1.86 percent, well below the 
City’s goal of 2 percent of the Operating Budget.  She noted that due to the City’s 
reorganization in July, the reporting database had to be realigned. 
 
As a result of several large claims that the City settled last year, the total cost of 
risk rose slightly to $11.8 million.  In addition, several large Workers’ Compensation 
claims have impacted that number. 
 
Ms. Hecker reviewed cash expenditures made in the last fiscal year, noting there 
was over $5 million in paid losses.  Administrative expenses include running the 
Risk Management Division, premiums, and the overhead to administer losses. 
 
Board Member Cocanour asked whether safety costs were included under 
administrative expenses.  Ms. Hecker replied while some costs are absorbed at the 
department or division level, most of those costs are listed as administrative.  At 
this time, the Safety Department still resides within Risk Management. 
 
Ms. Hecker indicated that unemployment expenses rose last year, and the City 
anticipates that cost will continue to rise. 
 
Erin Taylor noted that the City used Corvell to do the medical bill review.  The 
review shows the City is paying below the Industrial Commission fee schedule on 
virtually every medical bill that comes in. 
 
Ms. Hecker stated the subrogation recoveries were at 70 percent in FY 08/09, and 
that number will grow in the next fiscal year. 
 
The City Six-Year Overall Loss Performance Report shows a slight increase in 
general liability claims, as well as a corresponding increase in the cost of those 
claims.  The value of the 112 claims is $1.5 million, and includes the reserves, 
paids, and corresponding credit for any recoveries. 
 
Chair Coughenour pointed out that the number of total miles driven dropped by 
2.5 million miles; however, there is not a corresponding drop in losses.  Ms. Hecker 
said she did not believe general liability should be benchmarked against miles 
driven. 
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Ms. Hecker stated there was a slight drop in Workers’ Compensation claims, but 
reserves and cost of those claims was fairly even with the previous year due to 
some large claims earlier in the fiscal year. 
 
Board Member Crowley noted while staff has been reduced City wide over the past 
year, the hours worked have increased.  Ms. Hecker explained that is because the 
layoffs were at the end of the fiscal year.    
 
In response to an inquiry by Board Member Cocanour regarding Workers’ 
Compensation reserves, Ms. Taylor responded the reserve amount is as realistic 
as possible.  Reserves and claims are reviewed regularly and adjusted 
accordingly.  An initial reserve is generally set at $500, unless it is obvious from the 
beginning that it is a severe injury. 
 
Vice Chair Taylor asked if anything in particular has driven down the frequency of 
Workers’ Compensation injuries.  Ms. Hecker indicated the Fire Department hired a 
new safety coordinator, who has been very aggressive in addressing firefighter 
injuries.  Firefighter injuries are down 70 percent so far this fiscal year. 
 
Ms. Hecker reviewed vehicle liability, and noted a drop in claims from 43 to 27.   
 
Board Member Crowley asked if there were any significant claims currently 
pending.  Ms. Hecker stated that there are, including a police shooting that the City 
will defend.  There will probably be another two to three years of litigation in that 
case. 
 
Board Member Cocanour asked if the cost of risk for previous fiscal years is ever 
reevaluated, and whether a claim is charged back to the year in which it occurred.  
Ms. Hecker said the City does not go back and readjust previous years. 
 
Board Member Crowley asked whether litigation expenses are included in the 
amount showing paid in the report.  Ms. Hecker indicated that they are, and 
explained those expenses are represented in the cash that is spent in the current 
fiscal year.  The cost and reserve amount will always show in the fiscal year that it 
is occurring. 
 
Vice Chair Taylor asked for clarification regarding why the miles driven has had 
such a marked drop.  Ms. Hecker stated in FY 07/08, the City instituted a new 
tracking system for miles in the Fleet Division.  Previous numbers had only been 
estimates.  In FY 08/09, in an effort to save money Divisions were asked to strictly 
monitor miles driven, and some vehicles were eliminated from the fleet. 
 
Ms. Hecker noted a drop in vehicle physical damage and accidents and a drop in 
associated costs.  Most of these incidents are backing accidents, and this is 
addressed continuously within the divisions. 
 
In response to an inquiry by Board Member Crowley regarding department 
deductibles, Ms. Hecker stated they are required to pick up the first $1,000 of every 
claim. 
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Ms. Hecker stated there was a drop in the frequency and severity of property 
damage. 
 
In review, Ms. Hecker indicated there was a drop in the number of claims from 700 
to 583, but there was a slight rise in costs due to reserves placed on bigger claims. 
 
Vice Chair Taylor asked for additional information regarding two of the larger 
Workers’ Compensation claims.  Ms. Taylor stated they are both from the Fire 
Department.  One individual has taken Fire Medical Retirement, and the other is 
currently working transitional duty with anticipation of a full recovery.  These two 
claims alone are approximately three-quarters of a million dollars. 
 
Board Member Anderson asked if there is stop loss or excess coverage on 
Workers’ Compensation, and Ms. Hecker indicated there is.  The first $750,000 of 
the claim is self-insured. 
 
•  Group Health and Dental Review 
 
Ken Nemec reviewed the group health and dental plans with the Board, noting that 
in January 2004, the City became self-funded for all three medical care plans 
offered. 
 
Late in 2008 Aetna announced that they had reached agreement to add Mayo 
Clinic providers to its network.  The main reason the City offered the MMSI 
program throughout the years was to provide access to Mayo Clinic providers.  As 
a result of Aetna adding Mayo providers to their plan, staff took a proposal to City 
Council last February that eliminated the MMSI plan and replaced it with a third 
Aetna plan that gave access to the Mayo Clinic.     
 
In FY 08/09, revenues exceeded expenses by $600,000. 
 
Board Member Crowley asked if the $600,000 is retained in the program and 
carried over to the next year, and Mr. Nemec replied that it was. 
 
In regard to stop loss coverage, Mr. Nemec explained no changes have been 
made on the self-insured medical claims, and the $325,000 stop loss level is being 
retained.  One claim last year triggered stop loss coverage. 
 
Chair Coughenour asked for clarification regarding how each individual plan is 
doing financially.  Mr. Nemec indicated for the past few years the City has not 
based premiums on individual plan performance.  To calculate rates for the plans, 
an aggregate of revenues, claims, and expenses is used.  Employees utilizing the 
MMSI plan represent 12 to 15 percent of employees, who are usually an older and 
more costly population.  Pricing the plans in that manner would artificially drive the 
cost of that plan up, to the point where the plan was priced out of reach.  If that 
were to occur, those employees would eventually become a part of the Aetna plan 
anyway, raising the cost of the Aetna plan.   
 
Chair Coughenour expressed concern that the losses associated with each 
individual plan are not tracked.  There is no way to know whether any one plan is 
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over or under priced.  If one plan is eroding the City’s reserves, plan design or 
pricing modifications should be made. 
 
Mr. Nemec explained that as prices and contribution levels are set, the revenues of 
the three plans do cover expenses.  The City has chosen to look at the plans in 
aggregate, rather than individually.  
 
Vice Chair Taylor asked if there is a long-term targeted loss ratio for each of these 
plans.  Mr. Nemec stated that ideally, expenses and revenues should be as close 
as possible.    
 
Scott McCarty clarified that the City does have specific cost/revenue information by 
plan.  A large part of why MMSI is losing money is based on the health of the 
people in the plan, not the richness of the plan.  He indicated the next agenda 
would include an in-depth discussion about reserves. 
 
Chair Coughenour stated that in the past, the Board always had by-plan 
information.  The Board has previously recommended that the MMSI rates should 
be increased; however, the City has chosen not to do that.  He expressed concern 
that the information needed to make recommendations to protect the reserves was 
not provided at this meeting. 
 
Board Member Crowley opined that if an older, sicklier population utilizes the MMSI 
plan, it should be priced higher than the other plans. 
 
Mr. Nemec said a change in eligibility for retiree coverage was presented to City 
Council last spring.  Prior to this change, retirees could stay on the City’s 
healthcare plan by paying the full premium until age 65.  That was amended, giving 
a three-year window for employees retiring prior to July 1, 2012 to stay on the 
City’s plan.  Those who retire after July 1, 2012 will not have City medical 
insurance available to them.   
 
Mr. Nemec reviewed the Live Life Well Program and its accomplishments with the 
Board, noting healthcare costs are directly tied to the health and wellness of the 
employee population. 
 
Mr. McCarty said the City is developing one of the best wellness programs in the 
Metro Phoenix area.  Other cities and corporations have contacted the City 
regarding how the program is structured.  
 
Board Member Crowley asked if the City has considered giving a discount on 
health insurance to employees who fit a certain profile.  Mr. McCarty said the 
steering committee has discussed giving employees discounts if they participate in 
the annual health risk assessments. 
 
Chair Coughenour asked what future changes may have an impact on the reserve; 
for instance, a consumer health driven plan, or high deductibles with a health 
reimbursement account.  Mr. McCarty said the City is not looking to change the 
type of plan; rather, it is focusing on plan design.  The City is not ready to jump to a 
consumer-driven health plan at this time. 
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Mr. McCarty directed the Board to page 109 of the report, a Risk Management 
budget to actual comparison.  The City has received more claim recoveries than 
budgeted, and spent less than estimated.  Revenues exceeded actual 
expenditures by $1.7 million, leaving the reserve at $12.7 million.    
 
There are five decrements of actuarial assessments, and currently the City is at the 
higher end.  The City would like the Board to discuss setting a lower reserve rate, 
and not over-assessing departments when the resources are needed in other 
areas. 
 
Board Member Crowley stated while the City may want to use those funds 
elsewhere, the Board is trying to protect and preserve the claims as they are 
projected. 
 
Mr. McCarty indicated staff needs clarification on what the Board thinks the 
reserves should be.  This Board has never explicitly made a confidence level 
recommendation, which would assist the City in setting the rates. 
 
Vice Chair Taylor suggested that the Board be provided with historical confidence 
levels in order to help them make that decision.  Mr. McCarty said he would have 
that information for the Board at the next meeting. 
 
Board Member Cocanour asked when the adopted budget is revised.  Mr. McCarty 
explained that could happen at any point during the year.  If a large claim requires 
payment, staff would go to the City Council for approval of a budget adjustment. 
 
Board Member Cocanour pointed out the budget variances, and stated if 
unexpected expenses arise during the year that does not mean the budget should 
be changed.   
 
In response to inquiries by Board Members Cocanour and Crowley, Mr. McCarty 
explained that the FY 08/09 adopted budget shows the City estimated its reserve 
at $11.9 million and actually ended at $12.7 million, $800,000 better than the 
original adopted budget. 
 
Vice Chair Taylor asked for clarification on the actuarial projections.  Mr. McCarty 
stated a comprehensive report was put together based on claim loss activity over a 
five-year period.  The information is based on the City’s historical activity and cost 
assumptions. 
 
Chair Coughenour asked staff to survey other Arizona self-insured public entities 
and gather information about reserves and confidence levels.  Mr. McCarty 
assured the Board that information would be presented at the next meeting. 
 
In response to an inquiry by Board Member Anderson, Ms. Hecker indicated the 
City does follow triangular reports regarding how the reserves develop and pan out 
over the years. 
 
Mr. McCarty directed the Board to page 112, a Group Health and Dental budget to 
actuarial comparison, noting expenses were less than projected.  Reserves were 
projected at $6.8 million, and ended at $8 million. 
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Mr. McCarty stated he would get all pertinent materials to the Board at least two 
weeks before the next meeting in January. 
 
•  Consider Approval of the Loss Trust Fund Report as of June 30, 2008 
 
VICE-CHAIR TAYLOR MOVED TO APPROVE THE JUNE 30, 2008 LOSS TRUST 
FUND REPORT AS PRESENTED, BOARD MEMBER COCANOUR SECONDED 
THE MOTION, WHICH CARRIED UNANIMOUSLY BY A VOTE OF FIVE (5) TO 
ZERO (0). 
 
 

3. January, 2010 Meeting  (Information Item) 
 
The Board discussed possible meeting dates, and tentatively set the next Board 
meeting for January 20, 2010. 
 
Mr. McCarty reiterated that a detailed discussion of the reserves would take place 
at the next meeting. 
 
 

OPEN CALL TO THE PUBLIC (A.R.S. § 38-431.02) 
 

No members of the public wished to address the Board. 
 

 
ADJOURNMENT (Action) 
 
With no further business to discuss, being duly moved and seconded, the meeting 
adjourned at 9:33 a.m. 
 
 
 
 
Respectfully submitted,  
A/V Tronics, Inc. DBA AVTranz 

 
 


